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William Kilmartin,
Comptroller

One Ashburton Place
Boston, MA 02108

Commonwealth of Massachusetts

October 31, 1997

Tothe Citizens of the Commonwealth of Massachusetts,
Governor Argeo Paul Cellucci, and Honorable Members of the General
Court

Thefinancial condition of the Commonwealth for the fiscal year ended June
30, 1997 isexcellent. For the seventh consecutive year, the Commonwealth
has accomplished a positive balancein the budgeted funds. The balancein
the budgeted funds of $1.394 billion ismore than 10% of annual tax revenues,
and thus conformsto professional standards for aprudent year end balance.
Also, per special statutory direction approximately $343.7 million was
transferred to capital outlay and local aid, instead of remaining in the
budgetary surplus. Of the$1.394 hillion, $799.3 millionisin the Stabilization
Fund. This fund, sometimes called the “rainy day” fund, represents the
Commonwealth’ sreservesfor future purposes.

In accordance with Massachusetts General Laws, the Office of the
Comptroller transmitsthe Statutory BasisFinancial Report for thefiscal year
ended June 30, 1997 (FY 97). Thisreportisaudited by afirm of Independent
Certified Public Accountants and is published on October 31st. The
publication of thisreport representsthe conclusion of financial activity and
thefinal closing of the books on the statutory basisfor FY 97.

Thisreport includesthe budgeted funds, non-budgeted special revenue funds,
capital project funds, and fiduciary funds. Thefinancial operations of these
funds are accounted and reported in the Massachusetts Management
Accounting and Reporting System (MMARS), the statewide accounting
system operated by the Commonwealth. Detail information for each revenue
and expenditure account isavailablefrom MMARS.

This report is intended to satisfy the requirements in state finance law to
present fairly theresults of FY 97 activity in the Commonwealth’ sfunds, to
compute and certify the balancein the Stabilization Fund and Tax Reduction
Fund, and to disclose and report certain aspects of financial performance as
directed by statute. The statutory basis of accounting is defined in
Massachusettslaw. Thisbasisof accountingistypically used to budget and
control daily fiscal operations. The statutory basis of accounting is not in
accordance with generally accepted accounting principles (GAAP) asdefined
for governments by the Government A ccounting Standards Board. Wewill
report the Commonwealth’s financial position on a GAAP basis in early
January, 1998 in our Comprehensive Annual Financial Report (CAFR).
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Budgeted Funds

In FY 97, sources of funds exceeded uses of funds for an
operating gain of $221.0 million. This follows an operating
gain of $446.5 million in FY 96, $137 million in FY 95, $26
million in FY 94, $13 million in FY93 and $312 million in
FY92. A net gain from operations, when reported for multiple
consecutiveyears, isconsidered by professional standardsto
demonstrate astructural balance between inflowsand outflows.
The Commonwealth has accomplished such structural balance.

From anet budgeting perspective, overall revenues and other
financing sourcesare up 4.9% from FY 96 to FY 97. Themulti-
year trend line is presented in the Statistical Section of this
report. When analyzed from a multi-year perspective, the
proportion of each revenue sourceto thetotal did not materially
changefrom FY 96to FY 97. Expendituresand other financing
uses are up 6.3% from FY 96 to FY 97. Again, the multi-year
trend line is presented in the statistical section. It isevident
that some redistribution of proportions did occur from FY 96
to FY 97 (for examplethelocal aid category ishigher).

The FY 97 activity in the budgeted funds is summarized and
compared to FY 96 in the Budgeted Funds - Operations table.
Financial statements for each of the 50 individual budgeted
fundsareincluded in thefinancial section of thisreport.

In conducting the budget process, the Commonwesal th excludes
thoseinterfund transactionsthat by their nature, have noimpact
on the combined fund balance of the budgeted funds. The
tableisolatesthisinterfund activity from the budgeted sources
and uses to align more clearly forecasts prepared during the
budget process to the detailed fund accounting of the
Commonwealth’ sannual financial statements. For example,
thistableisolates the assessments on municipalities collected
by the Commonwealth and paid to the MBTA and regional
transit authorities.

The graph of Budgeted Funds - Fund Balance shows the
combined fund balancein the budgeted fundsfor the past five
years. This “bottom line” perspective demonstrates the
accumul ation of resources attributabl e to balanced budgets over
themulti-year period.

The FY 97 ending balance of $1.394 billion is composed of
$225.1 million reserved for continuing appropriations and debt
sarvice, $799.3 million reserved in the Stabilization Fund, $91.8
million reserved in the Tax Reduction Fund, and $277.8 million
asundesignated surplus availablefor appropriationin FY 98.
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Budageted Funds - Oper ations
(Amountsin thousands)

1996 1997
Beginning fund balances:
Reserved and deSIONGEM.........c.ccueeeeeeiiiicee e s $ 128,121 $ 263,344
Tax Reduction FUNA CUITENL..........ccieeeeeee ettt - 150,000
Tax RedUCtion FUNO FULUIE............ooviiee ettt ene - 81,722
StabiliZAtION FUNG........oceeeeceiceceecece ettt sttt s resre s 425,405 543,303
L8100 <o = (<o 172,976 134.639
o = 726,502 1,173,008
Revenues and other sources:
1= 12,049,183 12,864,501
Federal reimbUIrSEMENES........c.occeeiee ettt ettt st enee s 3,039,091 3,019,692
Departmental and Other FEVENUES.........cooueeieeeeiecee e 1,208,156 1,267,882
Interfund transfers from non-budoeted funds and other uses............ccocevveeeeeee, 1,031,161 1,017,977
Budaeted revenues and Other SOUICES..........cooeeievieeeeee ettt 17,327,591 18,170,052
M aSS traNSIt ASSESSIMENES.......eecuieeeeiteeeteeeeesee e s eee e e esteesaessbessseesressresesessreesneeenes, 147,598 151,525
Intragovernmental Service FUNA FEVENUES.........c.cooueeevieeeeeeeeceeeee e 91,451 83,622
Interfund transfers among budgeted funds and other sources...........cccceeeveeneeeee. 804,792 818,167
Total revenues and OthEr SOUICES..........cocuieevieeeieieeeee ettt ee e sres e eee e, 18,371,432 19,223,366
Expenditures and other uses:
Proarams and SENVICES.........coieeeeuieeeeceteeeeesee et et et e sresseeesrseaeesteesbeesnessreean 14,650,697 15,218,752
(D10 A < VLot 1,183,564 1,275,539
[T 0TS T o] 1,004,551 1,069,184
Interfund transfers to non-budoeted funds and other USes..........ccocceveeveeeeeee. 42273 385,539
Budaeted expenditures and OthEr USES..........cceeeieveieeeeeeeceeeeseesteeeee et 16,881,085 17.949.014
Payments of Mass tranSit aSSESSMENES........ccueevviierieecee e sreeeee e et e e e sreens 147,598 151,525
Intragovernmental Service Fund eXpenditures..........coocovveeeeeeeececeee e 91,451 83,622
Interfund transfers amona budaeted funds and other USes...........cccoceveeeeecveenee. 804,792 818.167.
Total expenditures and OthEr USES.........ccoieeeeeiee e 17,924,926 19,002,328
Excess of revenues and other sources over expenditures and USes...................... 446 506 221.038
Ending fund balances:
Reserved and deSIONAEd...........oooviieeecicee e e 263,344 225,151
Tax REAUCLION = CUIMENL........covieeecte ettt st s s enes e 150,000 91,764
Tax REAUCLION = FULUIE........oceeeieeeee ettt 81,722 -
StADIHTIZALTON FUNG.... ..ttt st e s s e re e e 543,303 799,300
UNAESIONGLEM. ...ttt sttt st e s e e saesaesessbesaeesresaeeee e 134,639 277.831
B o= TSR $ 1,173,008 $ 1,394,046
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Stabilization Fund Balance
(Amountsin Thousands)
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The balance in the Stabilization Fund is agood indicator of the
positivefinancial condition of the Commonwealth. Statefinance
law defines the maximum balance that may accumulate in the
Stabilization Fund asan amount not to exceed 5% of all budgeted
revenues and other sources. State finance law then directs that
any amount in excess of the cap be transferred to the Tax
Reduction Fund. This"ceiling" for FY 97 was $908.5 million, so
the actual balance in the Stabilization Fund of $799.3 million
was under the cap. There was no such excess and no transfer to
the Tax Reduction Fund in FY97. The fund balance of the
Stabilization Fund over a multi-year period is presented in the
graph Stabilization Fund Balance.

Despitethe Commonwealth's positive financial condition, afew
cautionary notes are merited. There are certain problems with
thedefinitionsin state finance law enacted in 1986, and continued
with slight modification to the present. A balanced budget, the
"Consolidated Net Surplus’, is defined as the combined
undesignated component of the General, Local Aid, and Highway
Funds. Accordingto thisrestricted definition, fiscal balance was
achieved in FY 97 in the amount of $281.7 million. However,
thisdefinition excludes certain componentsof fund balance, such
asreservesfor continuing appropriations and the entire balances
of other budgeted funds. Thisidiosyncratic definition has the
potential to be misleading and confusing. The Commonwealth
should adopt amore straightforward definition of fiscal balance.

Also problematic isthe formulafor depositsto the Stabilization
and Tax Reduction Funds. Under current law, the“ Consolidated
Net Surplus’ in the General, Highway and Local Aid Fundsis
measured in comparison to 0.5% of tax revenues, and the excess
is computed for transfer to the Stabilization Fund. The
Stabilization Fund is examined for the statutory ceiling and any
excess is transferred to the Tax Reduction Fund. For the
Stabilization Fund transfer, 60% istaken from the General Fund
and 40% from the Local Aid Fund. Other fundsin surplus, such
as the Highway Fund, do not contribute to the transfer. This
engenders a counter intuitive situation where by the Local Aid
Fund, whichisin deficit, contributesto the transfer, and becomes
more deficient, while positive balancesin the Highway Fund and
other funds do not. State finance law should be amended to
eliminate this convoluted bookkeeping and rationalize the
contributionsto the Stabilization and Tax Reduction Funds.

4 Satutory Basis Financial Report



Further complicating thisissueisthe existence of alarge number
of “minor” budgeted funds. Over the past several years, dozens
of new “minor” funds have been created by splitting off revenues
and expenditures previously accounted for as part of a major
fund, such as the General Fund. These funds are currently
excluded from the definition of fiscal balance and are likewise
excluded from the contributions to the Stabilization and Tax
Reduction Funds.

Thetrend to fragment the budget into such special interest funds
should be addressed with aplan to either consolidate to amore
reasonable number of funds or to include these funds in the
definition of fiscal balance.

A final cautionary note pertainsto the pending disposition of the
current surplus. Maintaining aprudent portion of the surplusin
the strategic reserve, called the Stabilization Fund, is paramount.
The Legislature and Governor now face the challenge to frame
fiscal policy for theremainder of thissurplus. Thereare numerous
choices, each of which has long term implications on how the
Commonwealth maintainsits positive financial position. These
choices include one-time authorizations such as tax reduction
and capital projects or continued annual appropriation for
increased spending on programs.

Whatever choicesare made, it isimportant to maintain thelong
term structural balance. Simply stated, accumulated balances
should not be committed entirely to purposes with ongoing
spending requirements. To say thisanother way, the initiation
of new continuing programs or permanent tax cuts must be
examined astotherisk of creating astructural imbalancein future
years.

Non-Budgeted Funds

The Non-Budgeted Funds represent operations whereby the
government hasimposed its sovereign authority but has excluded
these operationsfrom the annual budget process. During FY 97,
the Commonweal th maintained 25 active non-budgeted funds,
including the Lottery Funds, Federal Grants Fund, the Sewer
Rate Relief Fund, and the Uncompensated Care Fund. These
funds are frequently referred to as special revenue or dedicated
revenue funds. Thefinancial concept isthat specified revenue
inflowswill be matched to related expenditure outflows, so that
each fund will balance. Thefundsare considered non-budgeted
because the authorization for expendituresisin the General Law
which created the fund, not the annual budget.

TheFY 97 activity in these Non-Budgeted Fundsis summarized
and compared to FY 96 in the table of Non-Budgeted Funds -
Operations. Individual financial statementsare presented in the
financial section of thisreport.

Commonwealth of Massachusetts 5
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Non-Budgeted Funds - Operations
(Amounts in thousands)

1996 1997

Beginning fund balance............cccooviiiiiii i $ 112729  $ 178,108
Revenues and other sources:

L= V= PP 8,665 9,918

A SSESSIMENTS. ... i 319,034 330,723

Federal grants and reimbursements...............cccoeeevveeennnennn. 1,217,935 1,213,554

Departmental and miscellaneous..............cccoceeveviiieiiiieinnnnns 3,536,873 3,475,262

Transfers and other SOUrCES..........covvvveiiiieiiiiicieieeeeean, 182,233 87,500
Total revVenuES and SOUICES. .......uevvneirieirieiieeieeeteeetieeeereeeieeans 5,264,740 5,116,957
Expenditures and other uses:

Programs and SErVICES........c..viiuieiiiieiiieeie e, 4,175,954 4,189,619

DEDL SEIVICE. .ottt 8,217 2,747

Transfers and Other USES..........coocevvvviiiiiiiiiiieeeee 1,015,190 946,821
Total expenditures and USES...........cecvveiiiieiiiieiiieeiiiee e, 5,199,361 5,139,187
Excess of revenues and sources over expenditures and uses.... 65,379 (22,230)
Ending fund balance..............ccoooioiiiiii $ 178,108 $ 155,878

Commonwealth of Massach

Whilethe Federal Grants Fund hasapositive fund balance, the
deficiency in cashis$19.5 million. Thissituation isexpected,
sincethe Commonwealth performsdraw downsfrom the federal
government afew days after the cash disbursement, to assure
an “interest neutral” condition on thetiming of the federal-state
cash exchange. These requirements were established by the
Cash Management Improvement Act of 1990.

Inthe Lottery Funds, grossrevenues continued to increasefrom
FY96to FY97. Net profitsalso increased, so that distributions
to citiesand townsfor local aid increased by $33.6 million. At
the conclusion of FY 97, special legidlation directed that L ottery
profitsin excess of aspecified formulanot betransferred to the
budget surplus. Instead, an amount of $25.3 million has been
reserved in the L ottery Funds and isauthorized for distribution
for local aidinearly FY 98, to bein addition to amounts otherwise
authorized.

The Sewer Rate Relief Fund was established with atransfer of
$30.0 million from the General Fund in FY94. This fund is
administered by the Department of Revenuefor the purpose of
providing assistance in the mitigation of sewer rate increases.
In each subsequent year, the Commonwealth has provided
additional fundsand the FY 97 ending bal ance after expenditure
and other financial operationsis$11.4 million.
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The Uncompensated Care, Labor Shortage and Medical Security
Funds were set up, in 1988, as part of the universal health care
legidation. Intheintervening time, several aspectsand purposes
to thefunds have been modifiedin legislation. Thesefundshave
grown to an annual revenue volumein excess of $439.1 million,
with acombined fund balance of over $95.0 million.

In FY96, a new non-budgeted fund, the Capital Expenditure
Reserve Fund, was created. Pursuant to statute and agreement
with the Massachusetts Turnpike Authority (MTA), fundingin
the amount of $100 million was provided by the MTA relating
tothe Central Artery/Tunnel Project. Thisfundingisinaddition
to state and federal funding in the Capital Projects Fundsfor the
project. In FY 96, the amount of $42.7 million was expended.
The balance, $59.7 million including interest, was expended in
FY97. Legidation passed in FY 97 requires the M assachusetts
Turnpike A uthority to contribute an additional $700 million and
the Massachusetts Port Authority to contribute $200 millionin
futurefiscal years.

The graph_Non-Budgeted Funds - Fund Balance shows the
combined fund balance in the non-budgeted funds for the past
fiveyears. In each year the entire balance is designated for the
specific purpose of the respective fund.

Certain funds have accumulated positive balances and do not
report current year activity. Seriousconsideration should begiven
to abolishing the Freight Rail, Passenger Rail, and JFK Library
and Park fundsand transferring the balancesto the General Fund.

The Government L and Bank Fund has a chronic and structural
fund deficit. This fund should be abolished and the deficit
absorbed into the Genera Fund.

A periodic reexamination of all non-budgeted funds is sound
financial practice.

Capital Projects Funds

The purpose of thesefundsisto construct or acquire capital assets
for governmental use. The Governor may propose capital outlay
budgets which, upon enactment by a two-thirds vote of the
L egidature and approval by the Governor, become capital outlay
acts. Numerous capital outlay acts may be combined for reporting
inanindividual Capital ProjectsFund but each act isaccounted
for as a separate subfund, which records authorization for
expenditures in itemized capital appropriation accounts and
equivalent authorizationsto issue bonds or notesin anticipation
of federal reimbursements.

Commonwealth of Massachusetts 7
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Certain funds or subfunds may also be authorized in law to
receive other revenues: including transfers of surplusfrom
the Budgeted Funds. At the conclusion of FY 97, legidation
was enacted to create anew Capital Investment Trust Fund
with $229.8 million transferred from the budgetary surplus.
Thisfund will support capital projectswithout the need to
issue bonds. In addition the amount of $89.5 million was
transferred from budgetary surplusto providefinancing to
existing Capital Project Fundsin lieu of bonds.

TheFY 97 financial activity for the capital projectsfundsis
summarized and compared to FY 96 in the table Capital
Project Funds- Operations. Individual fund statementsare
presented in thefinancial section of thisreport, and footnotes
contain additional information about the related debt.

Capital Prgects Funds - Operations

(Amounts in thousands)
1996 1997
Beginning fund defiCit..........coeviviveuieiciceecc e, $ (34,03 $ (217574
Revenues and other sources.
Federal grants and reimbUrSEMENLS..........cceveieieeeeeieeee e 838,352 1,035630
Departmental and MIiSCEIANEOUS..........cccovveveerieeereeeese e 1916 2089
General obligation fiNaNCING.......cccvviie i 939,658 899471
Specid obligation fiNANCING.........ccvieieeere e 147457 -
Proceeds of refunding bonds..........cccvveviee e, - 722621
Transfers from budgetary SUPIUS........ooveiveieeeeee e, - 89,503
Capital investment trust fUNd...........ccoeeeeeeiiereccs e, - 229800
Transfers anNd OthEr SOUICES........cooieveeeeeeeeeeeee e e et e eeee e s sereesseeeeseeeeessanees 132423 175958
Total reVENUES N0 SOUICES.......ccveeitietiete et ceeesteesressteestee e e b esbeetssaessressressreas 2,109,806 3,155,072
Expenditures and other uses:
ACQUISITION Of @SSELS......ccveeeeiiieiees e s aene 1,825,034 2,213,249
Payments to refunded bond €SCroW............ccvueeeiiveicccce e - 722,621
TranNSErS ANA O USES.....eeeeeiiieeeeie e ee et e e ettt e e e e ee e e s e s e e e s sasreeeesseanns 108,315 133406
Tota expenditures aNd USES..........ccovvveeiirieisesieeee e se s snens, 1,933,349 3069,275
Excess (deficiency) of revenues and sources over expenditures and uses........... 176457 85,797
ENding fund DefiCit.........cooveieece e $ (27574 $ (A3,777)
Commonwealth of Massachusetts 8 Satutory Basis Financial Report



The graph Capital Projects Funds - Fund Deficit showsthe Capital Projects Funds-

combined fund deficit in the Capital Projects Fundsfor the Fund Deficit
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The Commonwealth has a practice of pooling cash from all
governmental funds, so the short term cash deficits in the
capital projectsfundscreate adrain on the Commonwealth’s
overall cash flow. The Commonwealth should continue to
analyze and bal ance the economi c effects of interest income
on the pooled cash to interest expense related to issuance of
capital debit.

Thefive-year graph showsthe effect of el apsed time between
capital expenditures and the sale of related debt. In FY 97,
the Commonwealth could haveissued additional, currently
authorized bonds. Had such action been taken, fund deficits
(and cash bal ances) would have improved accordingly and
long term liabilitieswould have increased.

The Administration has implemented a coordinated fiscal
strategy for the management of the Capital Projects Funds.
Aspects of this strategy include afive-year capital budget
linked to debt management and cash management. Thefocus
of this strategy is to manage capital spending and thus
outstanding debt to levels the Administration considers
appropriate for the Commonwealth. An important part of
the strategy isto contain capital spending within an annual
administrative cap. Asadditional capital outlayshave been
enacted and significant projects such asthe Central Artery
have been authorized, the challenge to restrain spending to
such limitsisincreasing. Strategiesto managethissituation,
such asadditional financing for capital projects exemplified
in the Massachusetts Turnpike Authority’ s participation in
the Capital Expenditure Reserve Fund and the new Capital
Investment Trust Fund previously described, should be
continued.
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Certain funds have not reported financial activity for the past two
fiscal years, and serious consideration should be given to abolishing
these funds. Inactive funds include the Lockup Facilities
Improvements, Suffolk County Jail Facility, Federally-Assisted
Housing and the Environmental Challenge Capital Project Funds.

Fiduciary Funds (Excluding Agency Funds)

The fiduciary funds record the Commonwealth’s responsibility
for assetsit controlson behalf of other parties. Examples of such
funds are the Unemployment Compensation and Pension Trust
Funds. Thefollowing table, which excludesassetsheld on apurely
custodial capacity in agency funds, summarizes FY 97 activity of
thefiduciary funds. Asevidenced, the Commonwealth actsasthe
fiduciary for asignificant volume of financial activity.

Fiduciary Fund - Operations
(Amounts in thousands)

1996 1997
Beginning fund balance...............oooooiiiiiiii $ 13,956,365 $ 16,815,371
Revenues and other sources:
2= 1,131,469 1,174,332
Federal reimburSements............ccooeeeeeeeeiiiiiiieeeeee e, 21,569 29,701
Departmental and other reVenues.............ccccvvveeeeeeeeeeicceiieeeenn. 652,813 680,748
Interfund transfers and other SOUrces...........ccccevvveeeiiiieennnnen. 855,930 908,092
[INVESEMENT EAIMINGS. ... e e e e e e e e e e e e e e e aaaee e, 2,288,682 3,372,852
Total revenues and SOUCES..........cceeviiuririeeeeiiiiieeeeeseiieeeeeeesnees 4,950,463 6,165,725
Expenditures and other uses:
EXPENAILUNES. ......eiiieieeiiieee e 1,988,047 2,023,789
Interfund transfers.........ooo i 103410 69,265
Total expenditureS and USES...........covuveieeriiiiiieeeiiieee e 2,091,457 2,093,054
Excess of revenues and sources over expenditures and uses............ 2,859,006 4,072,671

Ending fund balance..............ccccoeiieiiene

Commonwealth of Massachusetts

..................................... $ 16,815,371 $ 20,888,042

Non-Appropriated Funds of Higher Education

The Statutory Basis Financial Report includes the financial
operations of the non-appropriated funds of the 25 I nstitutions of
Higher Education in the Statistical Section of thereport. Over the
past few years, significant efforts have been taken by the
Comptroller’ sOfficeand most ingtitutionsto improvethe accuracy
and timeliness of this segment of thefinancial report.
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Each institution of higher education is authorized and directed in
itsenabling statute to collect, retain, and expend certain fees, rents,
sales, donations, federal financial participation and other types of
income. These financial resources are integral parts of the total
financia activity of each campus, and represent resourcesin addition
to amounts made available from appropriations.

Non-Appropriated Funds Of Higher Education - Operations
(Amounts in thousands)

Beginning fund balancCe..............oooeeiiiii

Revenues and other sources:

Federal Grants and reimburSEMENtS..........coveeeeeeeeeeeeeeeeeeeeeaenn
Departmental and miscellaneous............cccoveveereeieeneeseeneee
Transfers and Other SOUICES.........u e eeeeeeee et eeeeie e

Total reveNUES AN SOUICES........coeeeeeee e eeeeeee e e e e e e eeeeeee e e e e e eeennns

Expenditures and other uses:

Progams and SEIVICES.........ccoueereeeneeiiee e
Transfers and Other USES...........ceiiiiiiiieriie e

Total expenditureS and USES...........cooveerieeeriieeniee e

Excess (deficiency) of revenues and sources over expenditures and uses..

Ending fund balanCe.............cooveiiiiii i

The FY 97 financial activity for the non-appropriated funds of
higher education issummarized and compared to FY 96 inthetable
of Non-Appropriated Funds of Higher Education - Operations.
Individual campus statementsare presented in the statistical section
of thisreport.

The graph Non-A ppropriated Funds of Higher Education - Fund
Balance showsthe combined fund balancefor the non-appropriated
funds of higher education for the past five years.

The combined balance represents a $322 million portion for the
University of Massachusetts, $43 million for the State College
system, and $47 million for the Community College system. These
balances are designated for specific purposes, such asrestrictions
on endowments or other specialized purposes specified by the
funding contributions.

Commonwealth of Massachusetts 11
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Commonwealth of Massachusetts

Conclusions And Recommendations

As evidenced in this Statutory Basis Financial Report, the
Commonwealth’ sfinancial condition continued to be excellentin
FY97. Building upon this foundation, a detailed review of these
financial statements suggests, in my opinion, the need for
consideration of thefollowing recommendationsto further improve
and strengthen state finance law and fiscal practice.

1. The Commonwealth should redefine the concept of consolidated
net surplus and change the computation for deposits to the
Stabilization and Tax Reduction Funds. The existence of
numerous budgeted fundstendsto fragment the budget process,
and introduces unwarranted complexitiesinto the policy debate
on fiscal balance.

2. The Commonwealth should modify state financelaw to budget
consistently with generally accepted accounting principles
(GAAP) for governments. Over the past several years many
incremental changes have occurred, so that statutory practice
now resemblesGAAP moreclosely. However, afew significant
differencesremain, and additional modificationsto statefinance
law are warranted.

3. Thepolicy and fiscal strategy to accomplish acceptable cash
balancesin the Capital Projects Funds, and to manage spending
totheadministratively capped debt limit, should continue. The
Commonwealth has committed to an extensive capital projects
agenda, and great discipline will be needed to assure spending
on these projectsis matched with financing from bonds, federal
reimbursement, transfer of budgetary surplus and financial
participation from component units. Assuring proper balance
between outflows and inflows, and limiting the segment funded
by bondsto the administratively imposed limit, will beamajor
challenge.

4. Therationae for the continued existence of some of the non-
budgeted funds should be examined, and certain funds should
be modified to an “on-budget” status. Specifically, the non-
budgeted fund with afund deficit and the three non-budgeted
funds with surplus and no activity in recent years should be
eliminated and consolidated into the General Fund.

12 Statutory Basis Financial Report



5. The Commonwealth recently modified state finance law and
fiscal practice to elevate attention to the revenue side of state
finance. For example, a statewide revenue optimization
campaign collected $47.1 million in FY 96 and $41.3 million
in FY 97 and isauthorized and ongoing in FY 98. Thisincreased
emphasis on both tax and non-tax revenue should continue.

6. TheCommonwealth must increaseitsinvestment ininformation
technology as a source of solutions to its business problems.
Significant opportunities exist to improve the productivity of
the administration of government, and an increased budget for
technology projectswill yield asubstantial and favorablereturn
oninvestment.

In conclusion, | express my thanks and appreciation to the many
dedicated people in the departments of state government for their
cooperation and assistance to make FY 97 a successful year. | am
grateful to former Governor Weld, his successor Governor Cellucci,
Secretary for Administration and Finance Baker and other elected
officialsand personsin the Executive and L egisl ative branchesfor
supporting thework of thisOffice. Wewill continueto put forward
our best efforts so that your support iswell founded. Andto Martin
Benison, Deputy Comptroller and the staff in the Accounting and
Financial Reporting Bureau, and the other managers and
professionals at the Comptroller’s Office, | express once more a
special gratitude. Y ou have worked abovethe normal call of duty
to administer thefiscal business of state government and to assemble
thisreport.

Respectfully transmitted,

William Kilmartin
Comptroller
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A. Joseph DeNucci
Auditor
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President of the Senate

Thomas M. Finneran
Foeaker of the House

JUDICIAL OFFICERS

Herbert P. Wilkins
Chief Justice, Supreme Judicial Court

Joseph P. Warner
Chief Justice, Appeals Court
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House of Representatives
Senate
Joint Legislature

Executive Council
Inspector General
Attorney General

Lieutenant Governor
Governor's Council

Office of the Comptroller

Executive Branch
State Auditor

State Secretary

State Treasurer

Campaign and Palitical Finance

District Attorneys

Ethics Commission

Disabled Person Protection Commission
| ndgEen dent Offices and Commi s_s ons

Judicial Branch
Supreme Judicial Court
Appeals Court
Trial Court
Board of Bar Examiners
Judicial Conduct Commission
Committee for Public Counsel
Mental Health Legal Advisors

Adminstration and Finance

Executive Office Secretary of Administration and Finance
Developmental Disabilities

Appellate Tax Board

Budget Bureau

Operational Services Division

Civil Service Commission

Department of Revenue

Department of Veteran Services

Division of Administrative Law Appeals
Capital Planning and Operations

Group Insurance Commission

Commission Against Discrimination
Teachers' Retirement Board

Public Employee Retirement Administration
Human Resource Division

Information Technology Division
Massachusetts Office on Disability

Public Safety

Executive Office of Public Safety
Architectural Access Board
Committee on Criminal Justice
Criminal History Systems Board
Criminal Justice Training Council
Department of Correction
Department of Public Safety
Department of Police

Governor's Highway Safety Bureau
Massachusetts Emergency Management Agency
Merit Rating Board

Military Division

Chief Medical Examiner

Parole Board

Registry of Motor Vehicles

Board of Building Regulations
Department of Fire Services

State Agencies

Economic Development

Department of Economic Development

Division of Energy Resources

Division of Housing & Community Development

Education

Department of Education
Higher Education

University System

State and Community Colleges

Elder Affairs
Executive Office of Elder Affairs

Environmental Affairs

Executive Office of Environmental Affairs

Department of Food and Agriculture

Department of Environmental Management

Department of Environmental Protection

Fisheries and Wildlife Environmental Law
Enforcement

Mentropolitan District Commission

State Reclamation Board

Low Level Radioactive Waste

Transportation and Construction

Executive Office of Transportation and
Construction

M assachusetts A eronautics Commission

Massachusetts Highway Department

Health and Human Services
Executive Office of Health and

Human Services
Department of Mental Health
Department of Mental Retardation
Department of Public Health
Department of Social Services
Department of Transitional Assistance
Department of Y outh Services
Division of Medical Assistance
M assachusetts Commission for the Blind
M assachusetts Commission for the Deaf
and Hard of Hearing
M assachusetts Rehabilitation Commission
Office for Children
Office for Refugees and Immigrants
Soldier's Homes
Division of Health Care Finance & Policy

Labor

Department of Labor & Work Force Development
Conciliation and Arbitration

Division of Industrial Accidents

Joint Labor Management Commission

Labor Relations Commission

Division of Employment and Training

Consumer Affairs

Office of Consumer Affairs & Business Regulations
Board of Medicine

Massachusetts Cable Television Commission
Department of Public Utilities

Division of Banks

Division of Insurance

Division of Registration

Division of Standards

State Racing Commission

Alcoholic Beverages Control Commission
Energy Facilities Setting Council
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